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Two years after President Sixto Duran Ballen's administration took office, the sweeping neoliberal
structural adjustment program it launched has shown mixed results. The reform program
has resulted in renewed growth, a reduction of inflation and of the fiscal deficit, a successful
restructuring of the foreign debt, and broad praise from international financial agencies and private
investors. The positive macroeconomic performance, however, has been marred by a sharp increase
in poverty levels, chronic labor conflicts and social protests, and a series of government corruption
scandals that has tarnished the credibility of, and undermined support for, the government.
The structural adjustment program begun in September 1992 reached a turning point this year
when the government successfully negotiated a series of accords with international creditors. In
turn, these accords paved the way for the government to proceed with a deeper restructuring of
the Ecuadoran state, the economy, and the political system, with the goal or privatizing public
sector holdings, reducing to a minimum state intervention in the economy, and pushing through
sociopolitical reforms that would make if difficult for a populist anti-reform coalition to coalesce.
From 1987 to 1989, Ecuador had suspended all payments to commercial creditors, and then only
resumed partial payments from 1990-1992.
When Duran Ballen took office in August 1992, he suspended all payments to both multilateral
and private creditors temporarily, and yet simultaneously initiated the reform program that
the multilateral agencies had been advocating. Pursuing a shrewd negotiating strategy aimed
at reducing payment on the country's US$13 billion foreign debt to manageable levels and
reestablishing the country's international credit standing, Duran Ballen's government reached a
landmark accord in May with Ecuador's foreign commercial creditors. According to the accord,
the country's payments on US$7.6 billion in accumulated principal and interest in arrears owed to
private banks was restructured so as to reduce the total principal to be paid over the next 30 years by
some 45%. The accord with private creditors had been preceded by an agreement reached with the
International Monetary Fund (IMF) in March that basically committed the government to continuing
the structural adjustment program already underway, to meeting a series of set goals regarding
macroeconomic performance, and to making agreed-upon payments on the foreign debt.
The "letter of intent" signed with the IMF normalized the country's relations with multilateral
lending agencies. The agreement with the IMF in March and the accord in May with private
creditors was then followed by an additional accord in July with the Paris Club of creditor
governments over bilateral loans to Ecuador. After nearly two-years of negotiations, these
consecutive accords, first with the multilateral agencies, and then with private and bilateral
creditors, brought an end "to 12 years of debt crisis and several years of difficult negotiations,"
stated then Finance Minister Cesar Robalino, thus "normalizing the country's relations with its
creditors." With the reestablishment of the country's international credit rating, in early November
the World Bank approved US$200 million in new credits to strengthen structural economic reforms
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in Ecuador, including the next step in the reform program: "modernization" of the state and
privatization of public-sector holdings (see other article in this edition of Chronicle). Positive
Macroeconomic Indicators In large part, the agreements with the foreign lending community were
made possible by the government's structural adjustment program, which has ushered in a period
of positive growth and fiscal and monetary stability in Ecuador. Central Bank President Augusto
de la Torre reported in mid-November that the economy is expected to register a growth rate of
between 3.7% and 4% in 1994, well above the original target of 3% set earlier this year. World Bank
Vice President for Latin America and the Caribbean Shahed Javid Burki, in a mid-October visit to
the country, heaped praise on the Duran Ballen administration's economic policies and predicted
that Ecuador would achieve an annual 6% growth rate over the next several years if current trends
continue, making the country "an attractive place" for foreign investment.
For their part, the country's industrialists have praised the government for achieving
macroeconomic stability and have predicted an increase in investments and in growth. Reduced
inflation and interest rates, plus exchange rate stability, "are very important achievements because,
when there is (macroeconomic) stability, there is peace, and prospects for investment and growth,"
stated Gustavo Pinto, president of the Quito Chamber of Industry. One of the points agreed upon
between the IMF and the government was the goal of cutting the fiscal deficit to just 0.5% of GDP
in 1994. This goal now appears within reach as a result of several measures, including an increase
in domestic gasoline prices and new import tax collection procedures that have greatly reduced tax
evasion in customs warehouses.
According to customs director general Jorge Baquerizo, the government raised some US$400
million in the first 10 months of 1994 through import taxes, up from US$230 million during the same
period in 1993, as a result of the tax collection reforms. As part of the reforms, noted Baquerizo,
the government recently contracted three international accounting firms to monitor imports and
detect any signs of tax evasion. He predicted that over the next several months the government will
"completely eradicate evasion." Similarly, by the end of this year, the adjustment program will have
cut inflation to nearly one-third the level registered in 1992, the year Duran Ballen took office. In
1993 the annual inflation rate was 31%, down from 60.2% in 1992. And, according to a report by the
official National Statistics Institute (Instituto Nacional de Estadisticas y Censos, INEC) released in
early November, the accumulated rate for the first 10 months of 1994 was only 21.2%. The annual
inflation rate is thus expected to level off at about 23% by the end of the year.
The government, however, failed to achieve its original goal of bringing inflation to under 20%
in 1994. The higher- than-expected inflation rate has been attributed to regular price increases in
gasoline and related fuel products throughout 1994, which has countered the deflationary effect of
the sharp drop in the fiscal deficit and internal demand. In September 1992, one month after taking
office, Duran Ballen decreed a 200% increase in gasoline prices. In February of this year prices were
raised by 72%, and have since been readjusted monthly, with an average increase of between 1% to
2% each month, along with occasional price decreases, as a result of the decision to peg internal fuel
prices to the price of oil on the world market. Oil is Ecuador's principal export and finances some
40% of state expenditures. The government has argued that it is forced to increase domestic gasoline
prices to raise additional revenue and thus compensate for the increase in the fiscal deficit caused by
stagnant international oil prices over the past two years.
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Poverty and Protest on the Rise
Notwithstanding the glowing macroeconomic performance, the government's austerity program
now into its third year has led to bitter labor protests and a sharp decline in the government's
popularity. Since it upped gasoline prices in March, the country's public- and private-sector workers
have staged nearly continuous protests. On Nov. 6, for instance, private truckers organized in
the National Federation of Heavy Transportation (Federacion Nacional de Transporte Pesado)
declared a strike in protest of the government's decision to increase the price of diesel by 62% and to
introduce a system of highway tolls for the first time in the country's history. At least one incident of
violence was reported, on Nov. 8, when police opened fire on truckers who had blocked a highway
south of Quito.
The government's debt restructuring scheme has also been criticized by labor and popular
organizations, who argue that, even with the reduction in principal achieved in negotiations with
creditors, the country is still set to allocate 32% of the national budget to debt repayment in 1995.
This, in turn, will force further cuts in budgets for health, education, and other social services. Under
the austerity program, over 60% of the country's 11 million people now lives below the poverty
line, according to the private Corporation for Development Studies (CORDES), which in early
October reported that 7 million people are considered poor in Ecuador. Of these, 3.5 million live
in conditions of total indigence. Moreover, another 27% of the population has experienced a sharp
deterioration in their living standards as a result of the austerity program, and could fall below the
poverty line in upcoming years if the current trend continues, warned the CORDES report.
According to another study released in July by the Center for Studies on Population and
Responsible Parenthood (Centro de Estudios de Poblacion y Paternidad Responsable, CEPAR) a
private Quito-based research institute the number of indigent people in Ecuador will have increased
by 23.4% over 1990 levels by the end of this decade should the present trend continue. Of the
1.9 million people who will enter the ranks of the indigent, 88% will come from urban zones and
12% from rural areas. According to the study, by June 1994, unemployment stood at 14.7% and
underemployment at 55% of the economically active population, estimated at 3.6 million people.
Combined un- and underemployment will increase by 32% by the end of the century, affecting
a total of 2.8 million people. Some 124,000 new jobs would have to be created each year between
now and the end of the decade just to prevent a further increase in the current levels of un- and
underemployment, reported the study. Similarly, CEPAR estimated that, by the end of the decade,
498,000 new houses would have to be constructed, the number of doctors would have to increase by
20%, and the number of hospital beds by 27%, to meet the housing demand and to maintain current
levels of health service.
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